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MANAGING FOR INCREASED COMPETITIVENESS

Make Decisions Like a Fighter Pilot

By THOMAS M. HOUT
and MARK F. BLAXILL

CORPORATE strategy goes
through phases. Companies
have been restructuring their
business portfolios and operations
through the mid-1980’s to raise stock
prices and cut costs, and many are
asking what to do next. How will the
next round of competitive advantage
be created? Leading-edge companies
across a variety of industries are
beginning to give the answer: build
an organization with fast response
time in serving customers and pre-
empting competitors, and you will
grow profitably.

Restructuring meant competitive
survival rather than competitive ad-
vantage for many large older compa-
nies. Raiders forced these companies
to jettison underperforming business
while their Japanese competitors
made them downsize and outsource
high-cost manufacturing activities.
Organizationally, layers of manage-
ment were collapsed and individual
business units made smaller, all to
get the company closer to its custom-
ers and its managers closer to em-
ployees. Useful as this restructuring
was, it was only a correction, a catch-
up to competitive realities.

Real advantage requires of man-
agement something uniquely active
and not easily achieved. Consistently
greater speed in making manage-
ment decisions, in developing new
products and in delivering orders to
customers ahead of the competitor
creates that advantage. Fast-re-
sponse companies are also likely to
have lower cost and be more innova-
tive than their competitors.

The best analogy for this kind of
highly competitive management
comes from the Air Force, which
studied why certain pilots consis-
tently won dogfights in wartime.
Their findings were that winners
complete the so-called 0.0.D.A. loop
— the cycle of observation, orienta-
tion, decision and then action — fast-
er than losers.

The outcome between comparable
planes was decided by which pilot
could size up the situation and read
opportunities in each encounter and
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then decide and act before the enemy.

By pre-empting an adversary’s
move, the winner throws the loser
into confusion and into a reactive
cycle. After gaining this insight the
Air Force designed aircraft and
trained pilots to process sensory data
into decisions faster.

The business world moves faster
today. Business competition has be-
come more like an encounter between
fighter planes than a chess game,
which had been our prevailing anal-
ogy. Product life cycles are much
shorter. New products that utilize hy-
brid technologies are more frequent.
Mass markets are dissolving into
smaller customer segments, making
competition messy. New materials
and technology are multiplying com-
pany choices in how to design, make
and distribute a product.

Fast-response companies manage
their 0.0.D.A. loops, starting with
timely observation and orientation.
For example, they collect today’'s
sales data at the retail level because
wholesale data are too late and dis-
torted, They visit advanced universi-
ty labs as research is taking shape
and do not just read the papers. They
study their customers thoroughly
from several different points of view.
Reactive companies suffer late rec-
ognition and disparate views, then
incur the extra cost of studies and
dispute resolution to fix them.

Fast-response companies acceler-

ate decisions by better preparing the
participants. They move senior exec-
utives around temporarily, forming
new teams to vary the interaction
patterns and fracture old assump-
tions. They move decisions down the
corporate ladder and make the small
decisions continually, without putting
them off. No organizational habit is
more insidious than constant formal,
upward review and the need to wait
for the big decision.

Speed in the action stage of the
0.0.D.A. loop requires a particular
operations architecture and a lot of
high-quality work. The company’s op-
erations architecture — how the ele-
ments in its value-added chain are
designed and interconnected — must
be rooted in systems thinking. If each

working part of the company is close- .

ly linked with others and work is done
right the first time, the company will
do everything faster than its.competi-
tors. When manufacturing people join
the product development team, the
new product and the process to make
it can match, eliminating later rede-
sign and retooling. When new orders
enter the plant’s production schedule
directly, customers get their ship-
ments faster.

Typically, less than 10 percent of
the total time devoted to any work in
an organization is truly value-added.
The rest is wasted because of unnec-
essary steps or unbalanced opera-
tions. A few, multi-functional working

2ams perform better than many de-

partments that separately handle and
slow down information. New product
development is usually authorized by
top management in big, discrete pro-
jects, but is done better in a continu-
ous flow.

only have markeling advan-

tages, but also tend to have low-
er costs because when production
materials and information move
though a company's operation quick-
iy, they collect less overhead and do
not accumulate as inventory. Also,
the company can innovate more ef-
fectively because more new products
can be conceived and engineered in a
given period, giving customers more
choices.

Management’s focus on 0.0.D.A.
loop improvement will heavily influ-
ence our concept of business strat-
egy. Competitive strategy has to be
dynamic and recognize the system-
like nature of a company. But the
planning lexicon has become too reli-
ant on static and positional notions.
Our concept of competitive advan-
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tage must shift to more of an opera- |

tions and real-time orientation.

To accomplish this, the analytic |

questions become: How can my com-
pany build faster capability? Where
does my current operations architec-
ture and mind-set slow the company?
What is the performance of my com-
petitor’s 0.0.D.A. loop?
Governments carefully design air-
craft/pilot systems for superior
0.0.D.A. loop performance, and com-
panies are starting to follow. The
basic building blocks are the flow of
information, the organization of work
and the perceptual range of people.
Building such an organization is not
hard science, it is rigorous craft,
The focus of the 0.0.D.A. loop will
ultilmately influence the nation’s
competitiveness and trade balance.
American companies with fast re-
sponse time and high-quality prod-
ucts will close the gap against im-
ports. But highly competitive foreign
companies seeking greater shares of

the American market will also be |

establishing self-sufficient operations
in the United States. They will be
removing the delays that long dis-

tances impose on their own perfor- |

mance in order to quicken their re-
sponse time in today’s fast—changmg
environment,

IF THE SOCIAL
SECURITY TAX
AND THE A.M.T.
DIDN’'T GET YOUR GOAT,

MAYBE THIS WILL.

Under present law and decades old custom; if you buy a
bond at a discount which the market, as opposed to the original
issuer, has priced at less than face value, you owe tax on any
realized gain at maturity or upon sale. Fair enough!

But if Sec. 10118 of the Budget Reconciliation Bill (H.R.
3545) passed by the House of Representatives becomes law, you
will have to ““accrue the gain on market discount annually,’” and
pay ordinary income tax every year on a hypothetical increasein
value, whether the bond has gone up in value or not.

The onerous new treatment of gain would apply to all bonds
— municipal, government, corporate— purchased at a market
discount after October 13, 1987. If you hold bonds purchased at
a discount before October 13th, you yourself may be spared the
tax on phantom income and monumental accounting headaches
involved in accruing annually. But unfortunately you are not
spared the impact on the market value of your holdings,

Al outstanding bonds are immediately reduced in market
value, because in the hands of a future purchaser they would be
subject to the new tax. Analysts at John Nuveen & Co.,
Incorporated estimate that the reduction in market values cou 'u
range between $10 billion and $20 billi

million the authors of the provision hope to raise lnm. it over
the next three years.

Once again, for the normally peaceful and undemonstrative
bondholder, itis “To the barricades!”’ to delete a provision from

rkers are
yho will
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legislation before it’s too late and becomes law. New Yo
twice blessed with not one but two members of Cong
be on the House and Senate Conference Committee
crafting the final bill in the next day or so:

charg

Senator Daniel P. Moynihan
Senate Russell Office Bldg.
Washington, DC 20510

Congressman Charles B. Rangel
Rayburn House Office Bldg.
Washington, DC 20515

Neither Senator Moynihan or Congressman Rangel cooked
up the idea, but wire them both. Annual accrual of market dis-
count on bonds imposes a tax on income the investor may never
realize. It adds volatility to an already volatile marketplace. It
creates a horrendous accounting nightmare. Or save yourself
the expense a wordy telegram. If you simply wire, ‘“Please delete
Section 10118,” they’ll know what you mean.
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